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What willlwe cover today?

Review' oft how federallincome taxes get to)the
collection| stage.

(Cast of characters ini the Collection Arena

Collection alternatives andl the; pres & cons:
» [nstallment: Agreements

s Ofifers in Compromise

s Currently: Not: Collectible

s Bankruptey

TThe Euture of Collection




IHow' does, al fiederal income tax
debt arise?

Tlaxpayer files a return showing an amount: of tax as due
(seli=assessed)

IRS examines éaudits) al filed return and proposes an
additional tax (Geficiency)

IRS matches information returns with' a taxpayer’s SSN
and discovers iIncome Was not includedin' a return and
assesses additional tax (Automated Underreporter
PIrocess)

IRS matehes information returns with a taxpayers SSIN
and discoversia return Was net filed and prepares a
substitute fior return (SER).

Taxpayer files an amended! return showing an additional
tax due or the IRS audits an amended return and
assSesses an additional tax.




The Stages of IRS Notices that
start collection

IRST usually’ ISSUes al SEres) o 4 noetices
With' reégardsi o) al tax debt, each ONe; Moke
eminoeus.




First Notice

Do0OD1 200212 WI
Notice Mumber: CP 501

g’ Department of the Treasury
@ n'rl.nnu GA ;‘mua?;‘o' Notice Date: 09=-29=-2003
SSN/EIN:
Caller ID: 7v13808

(AP TR |

#502691024101 =

Reminder

Wa show you still owe $1,:;167.05 .

According to our records, you haven't ra.ui all you owe for tax period 12-31-2002 . T«

penalty and interest, please pay the full amount you owe within len days from the date of this notice. 'We can
file a Notice of Federal Tax Lien if your balance owed is not paid within 10 days from the date of this notice.
1f you already paid your balance in full ar arranged for an installment agreement, please disregard this notce.

Accouni Summary

Fonm: 10460 Tax Period: 12-31-2002 Furhhnmn;& L
4 . your pe C
CH{J&:%FDIEE- #1,167.05 compulations, you may
3 jcall 1-500-824- (522

Penalty: $11.08
®8.849

Interesi:
Last Payment: #0.00

Questions? call us at 1-800-829-0822
PFlease mail this part wilh your payment, payable o Uniled Stalas Ireasury Motice Number: CF 501
Maotice Dal
i e
¢1.167.08

Intermal Revenue Service
ATLANTA, GA 39901-0030

VJ BRAN 30 0 200212 L?70 00000L1IL?OS




Eourth Notice

oooouw L LYy¥Bles mHY

[ IRS_IDQFI.PE!::EI zr:m Trsanary MNotice Numbear: CP 504
whwrm e Service .
* ATLANTA, GA  39901-0030 Motice Date: 09=-29-2003
SSN/EIN:

7105 SL?78 ?718L 0002 1242 Calter:m: 7 S5

(LR L [ PP Y L [

®2210004594G101 =

rgent !!

We intend to levy on certain assets. Please respond NOW.
(To aveid addiional panalty and inlerest, pay the amount you owe within ten days fram the date of this notice )

Onur records indicate that you haven't paid the amount you owe, The law requires that you p:fg your tax at the
time you file your return.” This is your notice, as required by Internal Revenue Code Section 633 1(d), of our
inteni to ievy {take} any state tax refunds that you may be entitled to if we don't receive your payment in

In addition, we will begin to search for other assets we may levy. We can also file a Notice of Federal

fiall.
Tax Lien, if we haven't already done so. To prevent collection action, please pay the current balance
now. If you've already paid, can't pay, or have arranged for an insiallment agreement, it 18 impaortant that you
call us immediately at the telephone number shown below.

Account Summany

Tax Period: 12-31-1998 For information on
your penalty & interast

Current Balance: $6,565.57
computations, you may

Panalty. 702 .58 call YOUR LOCAL IRS OFFICE
Imterest: $1,152.76
Last Payment: £0.00

Soa the enclosed Publication 584, The IRS Collediion Process, and Ma

12198, Notice of Potential Third Party Condact, for additional indormatic

¢ Motice Number: CP 504

uastions?
asa mal i
Motice Date: 09-29-2003

ity an your check:

12-31-199a | |

Internal Revanue Service
ATLANTA, BA 39901-0030

30 0 199812 L?70 00000L3L337




ACS

llaxpayer can respond after'any: notice by
calling 800 number. This tusually: puts the

taxpayer inte autemated collection system
(ACS)

What can you expect when yeu get
threugh to ACS?




IRM 5.14.1.2 [Directions to ACS]

1.  Prior to discussing taxpayers’ ability to pay a liability, ensure they have received Publication 1: "Your Rights
as a Taxpayer, " and Publication 594: "What You Should Know About The IRS Collection Process."

2. Request full payment of the tax liability. Encourage the taxpayer to pay off the tax liability as quickly as
possible. If the taxpayer cannot pay the liability in full, encourage them to pay within 120 days (See IRM
5.14.5.5). If taxpayers are unable to pay in full, conduct interest-based interviews. (See IRM 5.14.1.5)

3. Request some payment from the taxpayer. Taxpayers may be required to make a payment (see IRM
5.14.1.5(6)) or payments (see IRM 5.14.3.1) while securing documentation to determine the proper disposition of
accounts.

4,  When taxpayers are unable to pay a liability in full, an installment agreement (IA) should be considered.

5. Taxpayers with individual income tax liabilities of $10,000 or less (exclusive of penalties and interest) may
be guaranteed an IA. Taxpayers with liabilities of $25,000 or less, may qualify for Streamlined Agreements. (See
IRM 5.14.5.2 and IRM 5.14.5.3, Guaranteed and Streamlined Installment Agreements)

6. There are various methods for making monthly installment agreement payments. The taxpayer should be
encouraged to use one of the following electronic methods or credit card payments before accepting payment by
check or money order:

A. Electronic Federal Tax Payment System (EFTPS) — Taxpayers will select the "payment-due with IRS
notice" payment type for posting to masterfile with a TC 670. EFTPS has the ability to schedule payments up to
12 months in advance for individual taxpayers and up to 4 months in advance for business taxpayers. The
taxpayer must initiate payments by sending instructions to EFTPS. (See IRM 21.7.1.4.9 for complete instructions).

B. Direct Debit installment agreements (if taxpayer maintains a checking account you should encourage
them to take advantage of the direct debit installment agreement. (See IRM 5.14.10.4 for Direct Debit
procedures.)

C. Payroll deduction installment agreements (If the taxpayer will not agree to a direct debit installment
agreement, you should encourage them to take advantage of the payroll deduction agreement.) (See IRM
5.14.10.2 for Payroll Deduction procedures.)

D. Credit Card installment agreement payment. (See IRM 21.2.1.4.23.14.4 for procedures for paying by
credit card.)

E. Payment by check or money order. If payments are made by check, they should be payable to: US
Treasury. However, checks made out to "Internal Revenue Service" or "IRS" will be processed.




Enforced Collection

[last netice usually. inferms taxpayer of
enforcedl collection:

x Notice off Eederal Tiax Lien has been filed.
= Notice off Intent: te: LLevy.




Statute off Limitation (SOL)
on| collection

Internal Revenue Code (IRS) §6502- Generally, the IRS has 10
years! firom date off assessment to collect al federal tax debt. [NOTE:
Inrmany: states, a related STATE TAX DEBII can be collected longer
Or forever. ]

Tihisi period may’ be extended by:

s By agreement- IRC §6502(a)(2) ifi there is aniinstallment
agreement; withi 90rdays firom the expiration ofi the installment
period the IRS and TP cani agree; te an extension.

s Jolling [Means| the period stops and thens starts upragain after
the event ends] while ai Tlaxpayer's OIC is being considered, CDP
Nearing process; occurs, litigation, or bankruptey.

CSED- Stands for Collection Statute Expiration Date and!is the date
the IRS shows asi the last day: for collecting the tax.




Briefi review! of Taxpayer's Rights
iedarding collection actions.

Tlaxpayer has the rght to suggest collection| alternatives at any:
stage and lirdenied, toi reguest:a CollectionfAppeall Process heanng.

Tiaxpayer hasithe right te request help firom Taxpayer Advocate

Tihefirst time a lienlis filed or the TP IS informed! of an intent to
levy, TP hasithe right to request a collection due process (CDP)

nearing.

Jlaxpayer has the rght to reguest a liaxpayer Assistance Order

I(TAO- Form 911) fier help firom Tlaxpayer Advecate with respect to
evies.

Generally, while an Installment Agreement is in effect, IRS may net
levy. IRM 5.14.1.6




The Cast of Characters

Automated Collection Service; (ACS)
Private; Debt Collectors (PDEC)
llaxpayer Advocate; (TFA)

LITCs

Revenue Ofificers/Collection employees

Appeals-'Campus Appeals; Local Appeals-
Settlement: Officers

Centralized OIC




Forms, forms and more forms

Collection; Infermation; Statements
s, Form 433-A (Ask TA for Spanish version)
s Form 435-B
= Form 433-F (Ask TA for Spanish version)

Form 656, Form 656-1., Formi 656-A

Form; 9465, 9465SP, Formi433-D; Installment
Adreement

Forrmy 12203, Request fior Appeals Review.
Form 94235 Collection Appeall Process

Formi 12153, Form 12153SP Collection Due Process
IHEearng Request:

Form 668Y Federal Tax Lien




Financial Analysis: Ability: to: Pay
(a/k/a Reasonable Collection
Potential)

Starting point off any: analysis ef: What Is the best
Option fiox your client Is the financial statement.

IRS way: of leeking! atiability: te pay: 2 bUuckets:

s EQUIty In assets ewned by client (Very inclusive)

s Net disposable income- Monthly income vs. Monthly,
allowable expenses.

Role off the National Standards andl what you
Can do te advecate for Variances.

Tthe IRS view: of future Income.




Internall Revenue, Manual (IRM)

Financial Analysis; iHandpnook
IRMi5.15.1




IRM Part 5-Collection

IRMI5.14  Installment Agreements

5.14.1.1 (07-12-2005)
Overview

lrstallment Agréeemerits: aré. arangements wihierepy. the
Internal Revenue Service allows taxpayers to) pay/
JiabIlities; over time. 1l payiment carnot be aciieved.
Dy the CollEction) Statute: Explration. Pate) arnd. taxpayers
figve Some auiity, to. pay; Partial Payiment Jrastalliiernt:
Agreements may. be) granted. Puring the cCourse or:
agreemerits, penaity;and interest continye. tor accrue, No
IEVIES /gy, De Served during IAstallient dgreemerits.




Instaliment Agreements

Optien #1: 36 menth installment agreement- Client cani fully: pay
the total liability over 36 months of equal payments (generally
figures;inian 8%: interest factor.)

Option: #2: 60 month installment agreement= Client can fully: pay
the tetall liability’ over 60l monthsioffequal payments (generally
figuresi in amn 8% interest factor. ) Referred toras the;Streamlined
Installment Agreement.

Option| #3:Partial Pagment Installment Agreements- Client canmnoet
fully: pay: the tetall liability: over either 36 months or 60 menths, but
hasi some; ability ter pay: (documented with al €IS). IRS s permitied
to enter Into;al PPIA, but by law! this agreement: can: be reviewed by:
IRS for changes! in' circumstances every: two, years.

Option #4: Installment agreement: for the period of time remaining
on SOL for' collection.




Authority torenter intoe Partial Payment Installment Agreements:
IRM 5.14.2.1

e Americarn. Jops CreatiomAct of 2004 amended lteris).
Rrevenue Coael(IRC) Section) 615910, provide-tie) auliority/ 1or: tie
Service to. enter Lo pPartial Payiment Jastalient & /greements e
IAStallEnL agréemients tiiat do. oL provide 1or il payment or
tHENIaDIHES,)IRC 6502(8)(2)(A) Pro. V/des gt Statutory. Perods
JOI- COJIEction may. De: externaed i CORneECtion Wit granting.
JASLEIIMENL dgIeemients. It /s the policy: o el literial REVERUE
Serviceltiat: CSED EXIelisioNns  are PErtted only Il Comjuncton

Wit Partial Payment Iastaliient Agreenments:and oy Certan
SIUaLonRs (See IRM 5142, 2.5); ItVs the policy.orthe lterigl.
Revenue Serviceltiigt CSED! exterisions: arel iited to: iveNs)
Years beyorid. the orglnal CSEDNOr EGe/i tax:accoulit f/us UpIto
ove

one year — SeellRM 5.4 2, 1(7),) Group) Managers Wil .app/
CSED. extensions — see IRM 5.14. 2. 1(18). The CSED may bée
EXteGEd Tore than, Once. 10 Eacl. PEIalce e accolnt as

specified i IRM 5. 14. 2. 1(6).




Other IRS Procedures re PPIA

IRM 5.14.2.2

Al taxpayers: are) EXPECLEd. Lo, fmimealiately il pay. dellinguent tax Jigoiites:
Wien this /s [iot Possib/estaxpayers ma// De gllowed to)pay. thell liabiities
OVEr d\ Prescribed. pPerod. ortime. Ll pay/mient carnot PE)achlevVed. by, tie

Collection Statute: Explration: Pate (CSED),; ard taxpayers iave Some. aoiity
10, pay;, thie) Service) carn. grant Partial Payiment lrnstallment Agreements
(PPIAs). TrielAmericarn. Jops Cregtion Act o 2004 amendediRC S 6159 o,

Proviae tils autiiosnty:

Before a PPIA may: be granted, equity’ Ini assets must: be addressed and, if
appropriate, be used to make payment. In most cases taxpayers will be
required to; use equity’ in assets tor pay. liabilities. However, as discussed
below: complete Utilization off equity is not always required asia condition; of
a PPIA. Consider levy: or seizure in accordance with IRMi5.10 and
5.11.1.1.2 if there is siﬁnificant equity: in assets. If enfercement action Is
appropriate, ar PPIA willfnet be granted. Follow: rejection procedures in IRM
5.14.1.3'and! 5.14.9.3. In cases where PPIAs are granted after
consideration of seizure, document the case file as indicated! in IRM
5.14.2.2.2(6).




Controversy: surrounding; PPIA

When PPIA ' Was, being considered, it'wasigenerally: Understood that IRS
could NOI extend! the SOL on| collection.

Announced 1_policy of the IRS, however, is topermit the IRS te reguest an
extension off the SOL and ONLY with respect to PPIAS.

IRM 5142, 1

It /5 thie policy orthe lnterigl ReEvenue Service! tiiat: CSED EXUErs/ONs are
PETIILET ORIy Il CORJURCHOR Wit Partial Payiment Instalimient AGreemients
arid. only. [ Certal situatons (See dRM. 5.14. 2. 2. 3). It /5 the policy. o/ithe
Interial ReEVERUe Service) thiat CSED! eXterisions are imited to e (S) Vears
beyornd. e orglaal CSED. o el tax: aCcoUnt (PIUS UpP Lo, Oe year — SEe
IRM' 5,142, 1(7).) Group:Marnagers will:approve: CSED: exterisions — See IRM.
5,14, 2, 1(18). Trie: CSED gy, De exterided iore tharn Orceor egcl balalice
quelacecount as specined i dRM. 5:14. 2.1(6).




5.14.2.2.3 (07-12-2005)

Waiver Procedures for Partial Payment Installment Agreements

Do not secure Collection Statute Expiration Date (CSED) waivers on non-PPIA agreements.
(Emphasis added.) Generally, do not secure waivers on PPIAs; however, consider securing waivers with PPIAs
in the following situations:

There is an asset that will come into the possession of a taxpayer after the CSED and
liquidation of that asset offers the best case resolution (in lieu of liquidating existing assets to
partially pay the liability).

Example:

The taxpayer owes individual income tax and is the beneficiary to a trust. The taxpayer will receive a monthly
distribution from the trust which is used to fund the PPIA. The taxpayer will not be entitled to the principal of the
trust for two more years. The CSED will expire in one year. The only other asset is the taxpayer’s primary
residence. The equity in the property is less than the net value of the trust but is available for immediate

collection action. The taxpayer has been unable to secure a loan against the equity of the property due to
numerous factors such as limited income and poor credit. The risk analysis was completed by the revenue officer
and the taxpayer offered to extend the statute to liquidate the trust in two years. The waiver was secured for two
additional years plus one additional year.

Example:

A corporation taxpayer cannot pay it's payroll tax liability within the CSED. It can make partial payments for the
remaining CSED period. The corporation is current with their federal tax deposits. The corporation has an interest
in undeveloped real estate which is under development and will be completed in two years. The land once
developed would increase significantly in value and will be immediately sold. The CSED will expire in one year.
Seizing and selling the assets of the business which would include the vacant land and construction equipment
would not significantly reduce the liability and would impact the business'’s ability to complete the development of
the property. The corporate officers offer to extend the statute to provide the opportunity to complete the
development and pay the taxes along with other business debts. The trust fund recovery penalty will be
addressed per IRM procedures.




A waiver is no longer required to be secured when the taxpayer’s only ability to satisfy the tax liability
after the CSED expiration is through a continuation of the installment agreement and there is no
significant change in ability to pay as identified through the two year financial review process.

Example:

The taxpayer cannot pay the liability within the CSED but can make monthly payments. The statute will expire
in twelve months. The taxpayer has no distrainable assets. The taxpayer owes $1,800 and can pay $100 per
month. Secure a PPIA for twelve months and no waiver is required. The statute would be allowed to expire.

Example:

The individual taxpayer cannot pay the liability within the CSED but can make monthly payments. The statute
will expire in three years. The taxpayer owns real property with minimal equity and they cannot borrow
against the equity. The taxpayer owes $10,000 and can pay $200 per month. Secure a PPIA for three years
and no waiver is required. There will be a two year financial review conducted. If there is no significant
change in ability to pay, the payment amount will remain unchanged until the statute expires. A waiver could
not be secured during the two year financial review process unless the taxpayer’s financial condition has
improved, the agreement is terminated, and a new one is granted.

The waiver can only be secured at the inception of the PPIA and not during the two year review process,
unless a new PPIA is executed at that time. The length of the extension must be based on the time that it will

take to make payments and cannot exceed five years plus one year to provide for other administrative
actions.

) [o](=H

Do not secure waivers on installment agreements except on PPIAs as stated in IRM 5.14.2.2.3.
(Emphasis added.)




5.14.2.2.2 (07-12-2005)
Asset Equity and Partial Payment Instalilment Agreements
No Asset/No Equity Cases: A PPIA may be granted if a taxpayer has no assets or no equity in assets; or has
liquidated available assets to make a partial tax payment.
Asset Cases: A PPIA may be granted if a taxpayer does not sell or cannot borrow against assets with equity
because:

the assets have minimal equity or the equity is insufficient to allow a creditor to loan funds;

Example:
some lenders require equity of greater than 20% of property value in order to grant the loan.
the taxpayer is unable to utilize equity;

Example:

the property is held as a tenancy by the entirety when only one spouse owes the tax and the non-liable spouse
declines to go along with the attempt to borrow, and the property does not appear to have been transferred into
the tenancy to avoid the tax collection.

the asset has some value but the taxpayer is unable to sell the asset because it is currently unmarketable;

Example:
the business taxpayer owns a vacant lot in a high-value area, but the lot cannot be sold until it meets certain
environmental regulations
the asset is necessary to generate income for the PPIA and the government will receive more from the
future income generated by the asset than from the sale of the asset;
it would impose an economic hardship on the taxpayer to sell property, borrow on equity in property, or use
a liquid asset to pay the taxes.

Example:

the taxpayer is on a fixed income, such as social security, and has the ability to make small monthly payments.
The only other asset is the taxpayer’s primary residence and there is equity in the property. The revenue officer
does a risk analysis and determines that seizing the property would cause an economic hardship because the
taxpayer cannot find suitable replacement housing and meet necessary living expenses if the property would be
seized. Economic hardship is defined in 26 C.F.R. 301.6343-1 as not meeting reasonable basic living expenses.




The taxpayer’s loan payment would exceed the taxpayer’s disposable income
and they would not qualify for a loan.

The taxpayer will normally be required to make a good faith attempt to utilize equity before the
Service will approve a PPIA. This includes applying normal business standards when applying for
loans using equity as collateral. Taxpayers will also be required to submit copies of all
documents that are used in the loan application process.

If the taxpayer does not comply with the requirement of making a good faith attempt to use
equity in assets or is not willing to make monthly payments consistent with ability to pay, the
taxpayer will be considered a " won't pay" and seizure/levy action may be appropriate. If
enforcement action is appropriate, a PPIA will not be granted. If the taxpayer is in pending IA
status, follow rejection procedures in sections 5.14.1.3 and 5.14.9.3. The case history should be
documented with a statement as to why the PPIA was not granted.

If the taxpayer is unable to secure a loan or liquidate an asset following good faith attempt to
do so, the revenue officer will need to make a seizure/levy determination (See IRM 5.10.1.3).
If it has been determined that enforcement action is not appropriate, a PPIA can be granted.
The case history should be documented as follows: "Seizure (or levy) of (name of asset) has
been considered, but it is not the appropriate resolution because (provide reason)" .




Can the IRS limit SOL
extensions only. te; PPIAS?

By law;, IRC Sec. 6159, IRS given authority to request am extension
off SOL and untill PPIAs were permitted, the IRS administratively
couldl consider an extension oft SOL up to 5 years with' respect to a
Streamlinediinstallment agreement:

Is the current administrative position correct under law?




Fees:

IRS s authorized to charge a “user fee” for allewinglan installment
agreement. Treas. Reg. §8§300.1, 500.2

Through 12/31/06, the fees are:
s $43 to enter into an installment agreement.

s $24 to change an installment agreement (e:g., reinstate or change
monthly amoeunt.)

Starting 1/1/07 fees go up and are diffierent depending oni whether or net

your client isibanked:
s $52 iff installment istwithdrawnrdirectly: from a bank account.
= $105 otherwise.

= Question: Canclient arrange to have employer pay: fiom paycheck and
gualify/for lower amount?

s $45/t0 change installment agreement:




Offers in Comproemise- Overview

IRC Sec. 7122
Policy Statement: P-5-100
IRM Sec. 5.8
Four types off OICs:
a Doubt as to liability.
= Doubt as to) collectibility
= Doubt as, to) collectibility: with speciall circumstances
s Effective Tax Administration




OIC Procedure Overview

Can submit an OIC either through the centralized OIC unit or through
Appeals, Ii*you do; so) through' afCDP hearing| precess:.

OIC must be complete to be processible.

Clie_ntdmust submit all fees or sign a waiver indicating the fees can be
Waived.

Iff Centralized OIC rejects the OIC, you can appeal to) Appeals Division for
feview.

= [he new centralized appeals and face: to) fiace meetings:

I OIC is rejected! as part of CDP: hearing, appeal but subject to an abuse of
discretion standard of review.




Policy

Policy: Statement: P-5-100! states:

ihe Service wi

Faccept an ofifer 1N COmPpromise

when It 1s unlikely that the tax liapility: cani be

collected in: il
ieasonably; ref

andl theramount offered

ects collection petential. Anl offer in

compremise is allegitimate alternative te declaring
dl case currently net collectible or'to al protracted
installment agreement. The goal s te achieve
collection off What 1s' potentially’ collectible at the
earliest possible; time and at the least cost to the

Government.




OIC “user fees”

FFees, for submitting OICs:
= Application; User Fee: $150 unless client’s income, is at or below. the poverty: level.
Why: not 250% of poverty: level, like LITC guidelines?
How do you figure yearly income?

= New Partial Payment User Fee (applicable for all offers submitted on orafter July: 16, 2006
and added by Tax Increase Prevention and Reconciliation Act of 2005 (TIPRA) )

Client must submit additional amoeunt unless client’s income is at or below 100% of
poverty level.

Amount:

= New IRC 7122(c)(1)(A) subsection requiresi that a taxpayer filing; a “lump sum™
offier must: pay: 201 percent of the offer amount with the application. A “lump-
sum(” offer means any offer of payments made in five or less installments.

New: IRC 7122§c)(1) B) subsection requires that a taxpayer filing a “periodic
payment offier™ pay. the first propoesed installment payment with the apRIication

and pay’ additional‘installments while the IRS isievaluating| the ofifier. A “periodic
payment offer” means| any. offier of payments made in six or more installments.

Based on IRC 7122(c), the 20 percent payment oni ailump sum; offer and the
installment paymentsioni al periodic payment offer are: considered “payments on tax”
and are; net refundable;

Offer ist DEEMED; accepted! IF WITHIN 24 monthsi (1) Taxpayer does not not withdraw.
or (2) IRS does not return or reject.

= Open Questions regarding PPUF:
Will'a low: OIC lumpi sum; be considered frivolous?

Can al client offer uneven installment agreements? $1 every month for 5 months and
$100 the sixth month?




lllustration #1

P’ receives VA bengfits of $880! per' month

P has necessary. living| expenses; off $950
PEr moenth

P makes offier off $25 per month for' the
iemainder ofi the CSOL. TIPRA payment
sent withr efier.

COIC returned ofifer as not proecessible for
failure to include; $150 user fee.




lllustration #2

TP isidisabled, dees not receive SSPI or SSI
iP’s 2005 & 2006 income is $0.00

Only: housenold inceme is TANE o/bjo TiP's child &
[Foed Stamps

P can sell' ar non-working Winnebago: for $1000
and: submits offer for the entire amount of sale
PIOCEEES

Offer returned because herdid not filera 2005 tax
return & did not include TIPRA payment




Other changes to OIC by TIPRA

Compliancewill no lenger be a' processability’ criterion for OIC initial submissions. Ii
compliance is the only: issue;, the ofifer willlbe deemed processable. Howeyver, IRS will
contact the taxpayer by either telephione or correspondencel requesting) the
delinguent return(s), and/or the required: estimated tax payment(s). A reasonable
amount ofi time will be; provided! to the taxpayer to, comply. Eailure torcomply: will
cause the IRS o return| the offer back to the taxpayer and retain the application

fee. Tihe taxpayer willl not have appeall rights toi this decision.

Jlaxpayers may designate; the application| ofi these required: payments. Tihe
designation must be made in writing whenithe ofifer isi submitted or when, the
required payment: is made, clearly specifying hoew: the partial payments are to) be
applied tol a particular tax period(s)rand to specific liabilities (e.g. income; taxes,
employment taxes; trust fundi portions of employment, excise; tax, etc.) In the
absence off any: wWritten request by the taxpayer whenithe offer is submitted or when
the reguired payment isimade, the IRS will apply: the partial payment(s) in  the best
interest ofi the: government.

A taxpayer may not designate how! the application fee'is applied. The OIC
application fee reduces the assessed! tax or other amounts due.




CNC

Tihe IRS determine, based am analysis of financiall infermation submitied by, al taxpayer, that the
taxpayer cannot currently: pay anything toward the tax debt. In such aicase, the IRS will
designate the account as Currently Not Collectible. IRM 5.16; Code for this is “530” or “53"

Accounts may: be reported currently mot collectible (CNC) for a variety: of reasens. Iihe appropriate
clesing codes (cc) are in parentheses. The mest commonly: used closing codes are, asi follows:

inability to lecate the taxpayer or assetsi (03)
partial expiration of the assessment priox tosissuance (04)

complete expiration of the statutory: periodi for collection or suit initiated! to reduce tax claim to
judgment (05)

a| corporation liguidated in bankruptcy (07)

death of' an individuall with nos collection potential from the decedent estate or noicollection
potential for estate taxes (08)

accounts below: tolerance; (09)
inactive andi defunct businesses with no assetsi (10)

inability to contact a taxpayer although the addressiis known and there is nermeans to) enforce
collection (12)

the corporation remains in business and is current but is unable to: pay: back taxes (13)

corporate income tax liabilities owed by a financial institution certified as inselvent by: the Office
of the Controller of the Currency: or the Office of Thrift Supervision (15)

collection: of the liability’ would create an undue hardship fior taxpayers by leaving them unable to

meet necessary living expenses (24-32)




CNC Value Codes

Regarding the category. of “collection off the liability: would create an undue hardship
for taxpayers; by’ leaving them: unable to meet necessary. living expenses ™ Values fior
the hardshipi clesing codes are as follows:

24 $20,000
251 $26,000
26 $36,000
27-$44,000
28 $52,000
29 560,000
30 $68,000
51 $76,000

52 $84,000




OIC v. CNC

Generally, atithe appeals level many: LITCs have fiound that iff a taxpayer
can be classified as CNC the Appeals Settlement Ofificer will reject an| OIC.

Recent case in the; Tax Court gives you some support for pushing back
Oman v. Commissioner, 1.C. Memo. 2006-231 (Oct. 30, 2006) [You canjget
copies| of Tax Court decisions through' its website www. ustaxcourt.gov]




Private Debt Collectors

Who are the PDA's chosen by the IRS?
Whatiis thelr autnority?

\What Kinds off accoUunts Were transferred
10 PDAS?.

IHOW! doges) ar taxpayer/LITC knew: an
account has been transterred tora PIDA?

IHOW: canra teaxpayer/ILINC make a
complaint about a PDA?




What can LITCs do te advocate for
changes in collection procedures?

Rumers that the mnew' Congress may: entertain revoking| IRS authority
to use PDC. Write your congresspersons (but be aware of lobbying
iestriCtions; fior You organization)

LITC advecacy for revoking new: user fees. Wiite, your
congresspersons (but be aware of lebbying| restrictions fior you
erganization)

Support studies about LLITP reaction to) collection: tormove, IRS o a
more customized approach that recognizes LITP challenges and
diffierent reactions by’ different segments.

Model State; Collection legislation tersynchronize withi IRS collection.




The Future of Collections

More of the Same,
Screwed Down Tighter




Factors Which Influence Non-
Compliance

Cost

Financial Difficulty

Perceived Ability to Escape Detection
Perceived Benefit of Non-compliance




Hierarchy: off Needs

Curiosity/need to understand

%—actualiza&i

Comipetence, Prestige, & Esteem

Social: Love & Belonging

Safety & Security

Physiological/Survival/Subsistence




Cycle off Nen-Compliance

Increasing
costs of
Collection
Iternatives

Intentional
Non-compliance

Competing
Demands on
Resources

Financial
Pressure,
Lack of
Resources

Cost of
Compliance
Vv
Benefit of
Non-compliance

Ability to
Escape
Notice




Enfiorcement + Higher' Cost # Compliance




Cycle of Non-Compliance & Enforcement

Increased Increased
Enforcement Resistance

More Imaginative
Evasion

X/éThe Even Deep
Underground

Economy

The Tax Gap




Fundamentals of Problem-Solving

Identify the Problem
Brainstorm Possible solutions
Select possible solutions

Test & Evaluate

Revise & Redefine
Implement

Evaluate, Revise & Redefine




